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NOTE:  The following is the text of a March 5, 1999 letter from the FFIEC to a major service
provider regarding 1999 conversions and Year 2000 risks. 

Thank you for your January 22 letter requesting clarification of Federal Financial Institutions Examination
Council (FFIEC) policy concerning financial institutions that wish to switch processors or software systems
in mid-to-late 1999. You stated that numerous prospective client financial institutions have told you and
other [name of service provider company] officials that the FFIEC will prohibit conversions to new
processors or software systems in 1999.  As Chairman of the FFIEC, I want to clarify FFIEC policy
concerning conversions and our approach to addressing this Year 2000 issue.   

The FFIEC has not issued a policy directive prohibiting conversions to new processors or software systems
in mid-to-late 1999.  To the contrary, on August 31, 1998, the FFIEC stated in Questions and Answers
Concerning FFIEC Year 2000 Policy that “[w]hether an institution converts to a new system in 1999 is a
decision for the board of directors of that institution and may be appropriate in some circumstances.  The
risk resulting from a conversion will be assessed on a case-by-case basis.”  This guidance clarified
Guidance Concerning Institution Due Diligence in Connection with Service Provider and Software Vendor
Year 2000 Readiness, which the FFIEC issued on March 17, 1998.  In this guidance, the FFIEC stated that
financial institutions are expected to determine trigger dates for changing service providers and software
vendors in the event Year 2000 remediation efforts of existing processors or software vendors are
inadequate.  Both of these documents were sent to all financial institutions and are available on the FFIEC’s
web site (www.ffiec.gov). 

The FFIEC understands that some institutions may convert to new processors or software programs after
June 30, 1999.  However, the FFIEC wants to ensure that any conversions to new processors or software
systems in mid-to-late 1999 do not expose institutions to excessive risks.  Also, the FFIEC expects financial
institutions to test and implement Year 2000 ready systems by June 30, 1999.  To the extent that a
conversion would result in an institution missing this milestone, the appropriate FFIEC agency would
review each situation on a case-by-case basis and increase supervision of the institution’s efforts to ensure
that the new system will be Year 2000 ready.

Aside from the unique risks posed by the Year 2000 issue, conversions also can expose an institution to
operational risks associated with the change in procedures, practices, or methods associated with changes in
software, hardware, screens, and reports.  In addition, financial institutions may have to adjust business
resumption contingency plans with limited time to train staff and validate new plans.  Although financial
institutions are not precluded from contracting with new processors or software vendors, the FFIEC expects
each institution to demonstrate that these efforts would not expose it to unwarranted operational risks at a
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time when the institution must demonstrate that its systems are Year 2000 ready.

Individual FFIEC agencies will take action, where appropriate, to ensure that FFIEC policy on conversions
is consistently applied.  The FFIEC also will continue to monitor the risks associated with conversions to
assess whether increased supervision is necessary for safety and soundness reasons.  Individual FFIEC
agencies may issue supplemental guidance to their examiners and institutions to address specific concerns. 
For instance, NCUA has issued supplemental guidance on conversions that requires credit unions to meet
certain expectations before initiating a conversion after September 30, 1999.  For additional information on
NCUA conversion guidance, please contact NCUA’s Division of Risk Management at (703) 518-6360. 

Thank you for bringing this issue to the attention of the FFIEC.  If you have further questions or concerns,
please contact me or my colleagues at the other FFIEC agencies.   

Sincerely,

John D. Hawke, Jr.
Chairman of the FFIEC
Comptroller of the Currency

cc:   Governor Laurence Meyer, Vice Chairman, FFIEC
       Director Ellen Seidman
       Chairman Donna Tanoue
       Chairman Norman D’Amours


